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2FEDERAL RESERVE SYSTEM
Final rules implementing provisions of the Competitive Equality Banking Act of 1987
(CEBA) relating to "nonbank banks" have been adopted by the Federal Reserve Board 
(see the 9/28/88 Fed. Reg.. pp. 37733-51). CEBA amended the definition of "bank” 
in the Bank Holding Company Act to include certain banking institutions that had 
been outside the definition of nonbank banks. CEBA also contained a grandfather 
provision that permitted nonbanking companies that controlled nonbank banks as of 
3/5/87 to retain control of the institution and not be treated as a bank holding 
company for purposes of the Bank Holding Company Act if the company and its 
subsidiary nonbank bank observe certain restrictions. The Federal Reserve Board 
indicated that these limitations generally restrict nonbank banks from commencing 
new activities or certain cross-marketing programs with affiliates after 3/5/87, 
increasing their assets at an annual rate of more than 7 percent during any 12- 
month period commencing after 8/10/88, or permitting overdrafts by affiliates or 
incurring overdrafts on behalf of affiliates at the Federal Reserve Bank. The 
Board stated that to implement these limitations, it has adopted rules and an 
interpretation that would: 1) discuss how the term "activity" will be applied; 2) 
clarify the scope of the cross-marketing limitation; 3) describe how compliance 
with the 7 percent annual asset growth rate will be determined; and 4) define the 
restrictions on overdrafts. According to the Board, this rule also amends the 
definition of "bank" in Regulation Y to reflect the changes in that definition 
made by CEBA. The effective date on this final rule is 9/28/88, except for the 
rule concerning limitations on overdrafts which is effective 1/1/89 and the rule 
concerning the limitations established by CEBA on the activities and growth of 
nonbank banks which will be effective 10/28/88. For further information after 
reading the final rules, contact J. Virgil Mattingly of the Federal Reserve System 
at 202/452-3430.
LABOR, DEPARTMENT OF
Michael E, Auerbach, CPA, has been selected as chief of the Division on Accounting
Services in the Office of the Chief Accountant of the Pension and Welfare Benefits
Administration (PWBA). the Department of Labor announced. The Office of the Chief 
Accountant was formed recently and serves as PWBA's primary advisor on accounting, 
auditing and actuarial issues stemming from its responsibilities under ERISA and 
the Federal Employees' Retirement System Act. As the division chief, Mr. Auerbach 
advises the PWBA on accounting issues involving proposed regulations, class 
exemptions and regulatory or policy matters affecting ERISA-related accounting and 
auditing practices, serves as liaison with professional accounting organizations, 
reviews accountants' reports filed with private sector pension and welfare 
benefits plans' annual financial reports, and assists in internal training 
programs on accounting and auditing matters. Prior to accepting this position, 
Mr. Auerbach served as assistant director of Financial Management Audits in the 
Labor Department's Inspector General Office. He has also worked for Price 
Waterhouse as a staff accountant and for the Nuclear Regulatory Commission as a 
senior auditor in the agency's Office of Inspector and Auditor. Mr. Auerbach has 
been a member of the AICPA since 1981.
TREASURY. DEPARTMENT OF
"Proposed regulations concerning the nonaccrual-experience method of accounting will
be the subject of a 12/1/88 hearing by the IRS (see the 9/23/88 Fed. Reg., pp. 
37002-03). The proposed regulations, published on 4/15/88, state that for 
purposes of using the nonaccrual-experience method of accounting, the denominator
3is based on total accounts receivable earned throughout the period ending at the 
close of the six year period. Requests to speak at the hearing and outlines of 
oral comments should be sent by 11/17/88 to the Commissioner of Internal Revenue, 
ATTN: CC:LR:T (LR-26-88), Room 4429, Washington, D.C. 20224.
An extension for filing an amended return has been granted for those taxpayers
electing the use of safe harbor values for beef or dairy cattle, according to IRS 
Notice 88-113. A taxpayer electing the use of the safe harbor values for beef or 
dairy cattle provided in Notice 88-24 for the taxpayer's first taxable year ending 
after 12/31/86, must effect such election by filing an amended return no later 
than the due date (determined with regard to extensions) of the taxpayer’s income 
tax return of the taxpayer's second taxable year ending after 12/31/86, according 
to the IRS. In Notice 88-24, published in Internal Revenue Bulletin 1988-14, 
dated 4/14/88, the IRS issued guidance relating to the application of the uniform 
capitalization rules for section 263A to property produced in the trade or 
business of farming. In addition, the notice provides safe harbor values that are 
available to certain taxpayers with respect to beef or dairy cattle produced in a 
farming business. For further information after reading the notice, contact 
Paulette C. Galanko at 202/566-4941.
"Educational Message to Payees Regarding Incorrect TIN” is the title of Announcement 
88-124, issued recently by the IRS. In Notice 88-89, published in Internal 
Revenue Bulletin 1988-34, dated 8/22/88 (see the 8/15/88 Wash. Rpt.). the Service 
announced that it would amend temporary regulations under section 3406(a)(1)(B) of 
the Internal Revenue Code to delay until 1989 the effective date of backup 
withholding under that section, and send two informational notices to payors in 
1988. These informational notices will identify incorrect taxpayer identification 
numbers (TINs) that payors provided on information returns. With respect to the 
second notice, which will be sent in late fall 1988, and will identify incorrect 
TINs provided for 1987, the IRS requested that payors mail an educational message 
to all payees listed as having an incorrect TIN, telling those payees about backup 
withholding and explaining how to resolve discrepancies in TINs. The IRS also 
requested that the educational message be sent by payors within 90 days of receipt 
of the second notice. The suggested text of the educational message issued by the 
IRS in Announcement 88-124 spells out what the taxpayer should do to correct 
specific discrepancies between their name and TIN. Announcement 88-124 is 
scheduled to be published in Internal Revenue Bulletin 1988-42, dated 10/17/88.
SPECIAL: OFPP CHARGED WITH RESPONSIBILITY OF WRITING CONSULTANT REGISTRATION REQUIREMENTS
House and Senate conferees to H.R. 4781, the Department of Defense Appropriations Act,
agreed to a compromise concerning the controversial provision which would have
required consultants who provide advisory and assistance services to DOD to
register and file regular reports with DOD. As the result of concerns expressed 
by the AICPA and others (see the 9/26/88 Wash. Rpt.). the conferees agreed to 
delete the registration provision known as the Pryor amendment. In its place, the 
conferees have charged the Administrator of the Office of Federal Procurement 
Policy (OFPP) to promulgate government-wide regulations which would set forth: 1) 
conflict of interest standards for persons who provide consulting services; and 2) 
procedures, including such registration, certification, and enforcement 
requirements as may be appropriate, to promote compliance with the conflict of 
interest standards. These regulations will be applied to the following types of 
consulting services in an effort to identify and evaluate the potential for 
conflicts of interest: 1) advisory and assistance services; 2) services related to
4support of the preparation or submission of bids and proposals; and 3) other 
services related to Federal contracts specified by the OFPP in the regulations. 
The provision requires the promulgation of regulations within 180 days of the 
enactment of H.R. 4781, and a policy within 90 days. The conference report on 
H.R. 4781 also states, "The conferees intend that client information and all 
proprietary information be exempt from the provisions of the Freedom of 
Information Act.” The provision also would permit the President to negate this 
section of H.R. 4781 if he determines that the promulgation of such regulations 
would have a significantly adverse impact on the accomplishment of the mission of 
Federal agencies.
SPECIAL: PROVISIONS IN HOUSE BANKING BILL REQUIRE AUDITS OF BANK HOLDING COMPANIES AND A
STATEMENT BY MANAGEMENT
Audits of bank holding companies are required by banking legislation which is pending
before the House of Representatives. The measure, H.R. 5094, the Depository 
Institutions Act of 1988, would require "each bank holding company which controls 
a securities subsidiary, and each bank or other insured institution subsidiary of 
such bank holding company" to have an "annual audit made of its consolidated 
financial statements by an independent public accountant in accordance with 
generally accepted auditing standards." Exemptions from the annual audit are 
provided under certain circumstances. H.R. 5094 also requires that a statement by 
management be included in the annual report. The bill would require such a report 
by management concerning "management’s responsibilities for the preparation of the 
financial statements of the bank holding company, bank, or insured institution and 
management's responsibilities for establishing and maintaining an adequate system 
of internal controls relating to the financial statements and to controls directly 
related" to other requirements of H.R. 5094. The House leadership has not yet 
scheduled action on H.R. 5094.
SPECIAL: PASSAGE OF TECHNICAL CORRECTIONS LEGISLATION URGED BY AICPA
"The American Institute of Certified Public Accountants, representing more than
270.000 CPAs, strongly urges passage of technical corrections legislation during
this session." a letter to selected members of the Senate Finance and House Ways 
and Means Committees stated. The 9/29/88 letter, signed by Herbert J. Lerner, 
chairman of the Executive Committee of the AICPA Tax Division, said, "These 
technical corrections to the 1986 and 1987 tax acts are desperately needed by the 
taxpaying public and by the IRS for the fair and efficient administration of our 
tax system." He noted that the technical corrections legislation is "essential to 
reduce inequities, and to allow for the timely preparation of correct tax 
returns." Mr. Lerner also stressed that the legislation provides "much-needed 
guidance to the IRS to promote the fair and efficient administration of our tax 
system." He said, "A self-assessment system of taxation must provide clear and 
certain rules if the public is to comply. Failure to enact technical corrections 
could result in a serious erosion of public confidence in the tax system."
SPECIAL: CPA TESTIFIES AT SENATE HEARING ABOUT INTERNAL REVENUE CODE PENALTIES
Gerald G. Portney, CPA and a principal with Peat Marwick Main & Co., made two
recommendations about how the Internal Revenue Code civil tax penalty system could
be improved at a 9/28/88 hearing conducted by the Senate Finance Subcommittee on 
Private Retirement Plans and Oversight of the Internal Revenue Service. The 
hearing was the second hearing on the subject to be held by the subcommittee (see
5the 3/21/88 Wash. Rpt.). First, Mr. Portney said that the IRS should implement a 
policy he termed the "policy on self-correction of errors." He said it should 
"always be in the taxpayer’s interest to find reporting errors and voluntarily act 
to correct such errors with the IRS on a 'sooner the better’ basis." He said the 
policy would be focused on taxpayers who have made "innocent mistakes"--mistakes 
that are unintentional and non-negligent. If the error is discovered by the IRS 
first, he said it would be the "responsibility of the taxpayer to establish the 
innocent and non-negligent nature of the error." Taxpayers with a record of 
consistent compliance, he said, would have the penalty waived. Second, he said 
positive incentives for compliance should be developed. Mr. Portney identified as 
the area with the "greatest potential for positive incentives" the third-party 
information providers whose contribution to tax compliance through wage and 
information reporting is critical to its success. Mr. Portney also noted that a 
"starting point toward positive incentives would be a meaningful reform of the 
current negative incentives." He also attributed the proliferation of civil tax 
penalties to two underlying causes: 1) the size, components and projected growth 
of the tax gap in the late 1970s and 2) the increased use of tax shelters. He 
said, "The tax gap and tax shelters became joined in the minds of some, resulting 
in a conclusion that tax cheating was a growing threat and that more and more 
'honest' taxpayers and tax advisers were crossing the line and that the answer was 
more penalties, larger penalties, and tougher penalties." He also said that "high 
on the agenda for legislative reform of the penalty system is the presumption of 
guilt that is incorporated in the current language of the negligence penalty." As 
an example, he said this penalty is automatically assessed where in the IRS 
matching program, there is an indicated discrepancy between the Service’s records 
and the taxpayer's return.
SPECIAL: HOUSE PASSES BILL TO PERMANENTLY REAUTHORIZE OFPP
Legislation that would permanently reauthorize the Office of Federal Procurement
Policy (OFPP) passed the House recently. The House-passed bill was sponsored by 
Rep. Jack Brooks (D-TX), the chairman of the House Government Operations 
Committee, which had jurisdiction over the bill. The measure, H.R. 3345, would 
provide for the following: 1) Permanent authority for OFPP appropriations; 2) 
Clarification of the role of the administrator of OFPP to initiate policy and 
prescribe regulations, procedures, and forms relating to procurement; 3) 
Establishment of a Federal Acquisition Regulatory Council to help manage a 
government-wide procurement regulation; and 4) Re-establishment of an independent 
Cost Accounting Standards Board (CASB) within OFPP to be chaired by the 
administrator. The House bill differs from the bill passed by the Senate last 
month (see the 8/22/88 Wash Rpt.) in that, among other things, it would create an 
"independent" CASB whose decisions on cost allocability matters would be final, 
rather than a CASB acting as an "advisory" body whose decisions may be overturned 
by the administrator. Differences between the two versions of the bill must be 
resolved by the House and Senate before the bill can be signed into law by the 
President.
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